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SLIPPAGE, REAL AND IMAGINED 



Slippage, Real and Imagined 
by Jonathan Matte of DCM, Inc. 

There are two kinds of slippage. One is real and one isn't. 
In general, slippage is defined as the difference between a 
price determined by the trader, and the price that actually 
occurs on the exchange floor. That is, I say, "Buy Soybeans 
at 662.50," but then I find out I was filled at 663.00, two 
ticks off my price. The two ticks is called slippage. You 
see this most commonly referred to when people are simulating 
real trading on paper (e.g. "I bought Soybeans at 663.00 plus 

two more ticks for slippage"), and when traders are unhappy 

with the fill they just got in a market. 

First of all, how is this possible? Well, unless you give 
the trading floor a limit order (e.g. "Buy Soybeans at 662.50 
OR LOWER"), you're not requiring that you get a particular 
price. A market order is executed at whatever the market 
determines the price to be when your order arrives. If you 
use a stop order, then when the market trades at your price, 
your stop becomes a market order and it gets filled at the 
current market price. It's a deviation in price from some 
preset price or expectation you have about the market. 
Since markets are often dynamic places, prices change a 
lot from minute to minute, and that brings me to my first 
point . 

If you use a straight market order, there is no such thing 
as slippage. There really isn't. You are walking onto the 
floor of the exchange and saying, "I want to buy these 
Lean Hogs right now." The guy on the floor charges you 
some price for your contract and you walk away. If you 
don't mention a price to him, you can't complain that 
the price slipped on you, by definition. The price doesn't 
match what your broker told you? Seconds or minutes have 
passed; you weren't trading in the same market. The price 
doesn't match what's on your quote screen? "Real-time" 
feeds run several seconds behind the action on the 
exchange floor, and the prices are dependent on humans to 
report them. In high-activity markets, the quote feed 
may or may not be correct. There ARE cases where mistakes 
are made (either real mistakes or on-purpose mistakes) 
that cost you ticks, but that's called greed or mistakes, 
not slippage. Since you didn't have a pre-determined 
price that the market cares about, you can't have 
slipped from that price. This goes for all market orders 
(including market-on-open and market-on-close) . 

Now, if you use a stop order it's a different 
story. If you have an order to buy Soybeans at 
663.00 on a stop (with the market below that 
price) , when the price trades up and into (or 
past) 663.00, your order converts to a market order 
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and you get filled at whatever the market will take. 
If the market moves up past your stop order, you'll 
probably get filled higher than 663.00. THAT is slippage, 
where you had a target price but you didn't get it. 
Is the market obligated to get your price on a stop? 
No; your stop price is what triggers the market order, 
and because the order is a market order, you get 
whatever price the market assigns you. Slippage is 
extremely common on stop orders; the degree of slippage 
is generally determined by how fast the market is 
moving when it hits your stop price. Can you get a 
good fill on a stop order? Sure; suppose at the instant 
somebody filled an order to go long one contract of next 
year's Soybeans at 663.00, another order came in to sell 
2,000 contracts at the market. Your stop order, triggered 
by the trade at 663.00, will likely get filled a little 
lower than your stop price. Do you call a fill at 662.00 
on a 663.00 stop slippage? No; you call that "an 
exceptional fill" because you're happy. 

The one and only way to avoid slippage is through the 
use of limit orders, where you say "Buy Soybeans at 663.00, 
no higher," or, "Buy Soybeans between 663.00 and 663.50" 
depending on what side of the market you're on. Then, 
you're demanding a specific and limited price, and you 
CAN'T get slippage on that because you've pre-declared 
the worst price you're willing to accept. 
Of course, you might not get filled at all if no one is 
willing to buy or sell at your required price, but if 
you do get filled, it has to be at your limit price or 
better. If you put in a limit order and your broker has 
the temerity to call you with a fill that's worse, have 
him go back and get the correct information because 
somebody made a mistake. 

Not a cosmic or heretical essay this time; just a 
clarification that you need to tell somebody you're 
expecting a certain price before you can say that 
your fill price slipped from that expectation. 
Everything else is just an "unfortunate fill". 



Lorenzo V. ik2hlb®venus.it 

TORN A ALLA HOMEPAGE 
© 1998 
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All Allegro Systems are supported by a computerized trading platform 
Systems Technology. The proprietary mathematical calculations are de 
reversal points of market tops and bottoms in a defined time frame. M 
tools used in today's markets have their strengths as well as their defic 
Many don't use these tools because it can become overwhelming to de 
most don't have time to learn them all. The Allegro trading systems, 
software applications, eliminate the need for learning the calculations 
simply execute trades. 



Cash Management 

An integral part of the Allegro Trading Systems program is correct 
formulas calculate proper risk levels based on your account size, and th 
applied to equity versus earnings.The cash management strategies, taug 
will define the appropriate intervals to adjust the size of your position. I 
appropriate time to make cash withdrawals from your trading account i 
success. 

When reviewing historical trade data of a selected system it is important 
attainment of these results reflects the proceeds of trading only one p 
properly with a sound cash management strategy, the results can be stag 



Discipline 



The best trading system in the world, combined with proper cash mana 
the absence of proper trading disciplines. Too often, trading decision 
emotions: gut feel, fear and greed. Emotional decisions are the wors 
decision making process. You'll find yourself on a continuous roller c 
profits and losses, unsure of what contributed to either. Emotional t 
Allegro courses stress the importance of proper trading discipline and pro 
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Our systems and technical tools are designed to help you make intellec 
This approach produces results. Emotions are easier to control when 
mathematical expectancy. Still, some will struggle. That is why our br 
should allow anyone to benefit from an Allegro Trading Systems program 

For a complete list of our courses, visit the courses sect i 

What opportunities can Allegro Trading Systems possibly brin 

• Become a better investor to manage your financial assets. 

• A career opportunity as a professional trader to trade your own a 

• A career opportunity in the financial industry as a broker, money 
consultant and much more. 

• An unlimited income opportunity, career opportunity or business 

Why will ALLEGRO be a leader in the financial industry? 

• ALLEGRO system courses are a step- by-step process on how to 
financial assets. 

• ALLEGRO system courses are a revolutionary product. 

We hope ALLEGRO TRADING SYSTEMS, INC. Is th 

a successful journey for you. 

ALLEGRO SYSTEMS CAN BE TRAD 
AUTHORIZED LICENSED BROKI 

"Brokerage-Assisted Monitoring & Trading Progr 

These authorized licensed brokers are experienced professional syst 
trained by Allegro in all aspects of the Allegro Trading Systems and mon 
program is called the "Brokerage-Assisted Monitoring & Trading Program 

The Benefits of the "Brokerage-Assisted Monitoring & Trading P 

• This program could benefit investors with a full-time job or busines 
the Allegro Systems to trade the market full-time. 

• This program could benefit self-directed traders that are in the lear 
to be in the market using the Allegro Systems while learning. 

• This program could benefit investors that miss good trading opport 
having the time to watch the market on a continuous basis. 

• This program could benefit part-time traders that want to be in the 
a system that has a successful track record. 

• This program could benefit traders that live in an area that has con 
transmission problems receiving trading data. 

• This program could benefit traders that have problems duplicating 
results with minimum slippage. 

• This program could benefit traders that have problems making freq 
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• This program could benefit traders that have discipline problems. 
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Learn More... 



Risk Disclosure 



This is not a prospectus; no offer on our part with respect to the sale or pu 
intended or implied, and nothing contained herein is to be construed as a r 
position in any market. It is possible that at this date or some subsequent d 
and/or shareholders of Allegro Trading Systems, Inc. and its affiliates own 
securities mentioned in this publication or those not so mentioned. T 
information supplied to STUDENT is for instructional purposes only. Allegr 
STUDENT is designed to discuss the market environment, technical analysi 
action, configuration of indicators, calculation of the measurement of th 
calculate the levels of risk. The idea is that with repetitious exposure to a d 
short term trading methodology, STUDENT can learn to understan 
independent application. The material presented herein has been obtained 
believed to be accurate, but we do not guarantee its accuracy. There 
guarantees or warranties suggesting that any trading will result in a profit o 
Results can and will vary between individuals. STUDENT is responsible to 
trading. All trading system performance claims are based on comparing hy 
with other trading systems in the financial market. All historical performan 
are not achievable in real trading because slippage and the psychological f 
be accurately accounted for. The "System Performance" records are repre 
trading results of our trading systems. Reasonable slippage, commission, in 
of discipline and self-control need to apply independently to estimate the 
trading involves high risk; past performance is not necessarily indicative of 



Commission Rule 4.41(c)(1) applies to "any publication, distribution or 
letter, circular, memorandum, publication, writing, advertisement or other I 

Commission Rule 4.41(b) prohibits any person from presenting the perform 
hypothetical futures account or futures interest of a CTA, unless the presen 
a disclosure statement. The statement describes the limitations of simulate 
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trading as a guide to the performance that a CTA is likely to achieve in actu 

Commission Rule 4.41(b)(l)(I) hypothetical or simulated performance resu 
limitations. Unlike an actual performance record, simulated results do not 
Also, since the trades have not actually been executed, the results 
compensated for the impact, if any, of certain market factors, such as la 
trading programs in general are also subject to the fact that they are des 
hindsight. No representation is being made that any account will or is lik 
losses similar to those shown. 



COPYING AND OR ELECTRONIC TRANSMISSION OF THIS DOCUM 
WRITTEN CONSENT OF ALLEGRO TRADING SYSTEMS, INC. IS PR 
VIOLATION OF THE COPYRIGHT LAW 



© Copyright 2001 , Allegro Trading Systems, Inc. 




All rights reserved. 
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The SWINGER family: winning S&P500 futures trading 

systems 

This site illustrates the performance of SWINGER-1CSV (hourly) and SWINGER-2EOD 

(end-of-day) systems. For more than one complete year, from October 2000, we have 

been issuing live signals for SWINGER-1 here. It has now been in the forward testing 

mode for 2 years, and traded in front of the public for a full year and a half. 

As for SWINGER-2EOD, we started issuing live signals in March 2001, and we shall go 

on with them till March 2002 at the least, or longer if we consider it necessary. 

As usual, we shall (1) issue forward trading signals in the live mode according to 

SWINGER-2, but now we shall do it 24 hours in advance! (2) record the trades in the 

tables and (3) calculate the systems' results for the convenience of future and present 

US6TS. 

If you like what you see, you can buy the systems ( any one of them or both), with all the 
rules and logic DISCLOSED COMPLETELY. You are free to use SWINGER for your 
personal needs forever, improve it, optimise it, try it for other markets etc. If you don't like 
it, or it doesn't fit your current conditions, you walk away in search of another. 

What makes SWINGER the best choice for swing-traders? 

1) High profitability . Only 11 of 49 months in test (33 of them out-of-sample, that is 
beyond the data range in which the system was designed and optimized!) have shown 
loss so far, while 38 were profitable! The average annualized rate of profit is well above 
200% (not compound!). Combine the two systems (Swinger-1 and Swinger-2), and 
you are on your way to double your trading capital every half-year! 

2) Low risk : Each system shows a profit of >6 dollars per every dollar risked (combined, 
it's more than $12profit/$1 risked!), which is a fantastic achievement and which is what the 
majority of commercial systems can not boast of. 

3) Remarkable convenience and ease of use: All trades are to be executed on the 
close of an hour (day), and the price which triggers a trade is calculated on the basis of 
the previous hour's (day's) indicator values. You have a full hour to get ready for a trade, 
knowing exactly what you are waiting for! 

4) Efficiency: you'll have to make just 5 to 8 trades with each system (on the average) a 
MONTH to achieve those outstanding results. 

5) Minimization of slippage : Your aim is not to catch lip with the price running in your 
direction, but to execute your trade as closer to the close of an hour as possible. In this 
case, even if your shot is not too good, the chances are approximately equal that you will 
have POSITIVE slippage, not negative. In the long run, you might have zero slippage. 

6) FULL DISCLOSURE OF THE SYSTEM'S LOGIC AND RULES! Only when you 
understand what you are doing, you may have full trust in your system which is 
paramount for success! new Both Metastock and TS codes are now available 
for purchasers!!! 

The said is true of both Swin ger-1 CSV and Swinaer-2-EOD. The two 
systems are completely compatible, complementary an d synergistic 
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ISO Hegs 



STTJIc 

mailto:info@spb.addr.com 

StockTeleTrade is a Moscow-based (Russian Federation) research and development, consulting and brokerage company. 
It offers technical and consultative support to companies and individuals using the Internet to trade stocks and derivatives. 

Trading futures involves risk of substantial loss. 



Copyright © StockTeleTrade, LLC. All rights reserved. 

May 31 , 2002 
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Trading Smart 



Volume 1 No. 2 



Trading Smart is published periodically 
by Vector Partners LP of Norwalk CT, as 
an information resource for hedge fund 
and other portfolio managers looking for 
proven, reliable ways to reduce trading 
costs. For information about our highly 
customized, client-driven approach to 
portfolio trading, contact Simon Langdon 
at: 

Vector Partners, LP 

383 Main Ave. 7" Floor 

Norwalk, CT 06851 

Phone: 203-840-3600 

Facsimile: 203-840-3610 

Email:Slangdon@VectorPartners.com 

Vector Partners LP is an NASD member 
firm. 



Keeping Adverse Selection and Alpha 
Decay at Bay 

A side-by-side comparison between Vector Partners' trading 
strategies and conventional strategies 

By Simon Langdon, General Manager, Vector Partners, LP. 

In a perfect world, every order in your daily portfolio basket would be 
sold at the daily "high" and bought at the daily "low." No portfolio 
trader, of course, can promise such a result, but this is not to say that 
your day-to-day trading costs are solely at the mercy of what is 
happening in the market (or in individual issues) on any given day. 
Trading methodology — how the trades get executed throughout the 
course of the day — can have a significant effect as well. The reason is 
rooted in the subtle but important ways that trading strategies affect the 
two most important factors in implementation costs: adverse selection 
and alpha decay. 



A closer look 

Let's define our terms. 

Adverse selection refers, roughly speaking, to any buy order or sell order executed at a less- 
than-optimum price point in a given day's trading curve. ("Less than optimum" means that the 
price paid for a stock is lower at day's end than it was at the time of the buy, and the price re- 
ceived for a stock sold is higher at the end of the day than it was at the time of sale.) Alpha de- 
cay (often described as "slippage,") refers to what happens when the price of orders that have yet 
to be filled is moving away from the target price. 

No trading methodology can thoroughly immunize a portfolio basket from adverse selection 
and slippage. But the systematic and proprietary trading methodologies developed by Vector 
Partners have been specifically created to reduce adverse selection and to keep alpha decay to a 

minimum, thus reducing the overall execution costs. 



The trading methodologies we have 
developed at Vector Partners have been 
specifically created to reduce adverse 
selection and to keep alpha decay to a 
minimum 



the chart labeled "Typical Methodology 



The Vector difference 

The two charts on the opposite page illustrate the 
contrast between the levels of adverse selection and 
alpha decay produced by conventional trading 
strategies and those of Vector's trading 
methodologies. Both charts depict a point in time 
when the basket as a whole is "50 percent complete." 
As you can clearly see, however, the levels of alpha 
decay and adverse selection are significantly higher in 
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(Continued from previous page) 

The significant difference in the performance levels illustrated in these two charts lies in 
methodology — more specifically, the difference between Vector's highly customized, systematic 
approach to portfolio trading and the "one-size-fits-all," "bin-type" approach taken by the typical 
program desk. 

What happens typically at most trading 
desks is that every portfolio, regardless of its 
characteristics, gets "sliced and diced" the 
same way This means that the number shares 
of each stock in the portfolio gets divided into 
slices that are submitted in waves of orders at 
regular intervals throughout the day. 



What the charts show. The first chart to the 
left illustrates what typically happens as a 
result of this "one-size-fits-all" strategy. The 
portfolio at this moment in time may well be 
50 percent complete, but there's a significant 
variance between the completion rate of 
individual stocks and the mean completion rate 
of the portfolio. What's more, the positions at 
this moment are made up primarily of "easy" 
orders — orders that were filled too quickly, 
thereby increasing adverse selection. 

Meanwhile, the "hard" names — orders that 
aren't getting done because of the portfolio al- 
pha — are moving away, causing slippage. The 
practical implications: higher execution costs 
and, in some instances, an altered risk profile. 

Look now at the second of the two charts. 
Notice that with the same overall proportion of 
the portfolio completed, both slippage and adverse selection are significantly lower. The reason: 
the disposition of shares across the portfolio is much more balanced than it is in the first example. 
As a result, both slippage and adverse selection have been minimized. 

How we do it 

The ability of Vector Partners to minimize the completion rate variance that underlies slippage 
and adverse selection is rooted in the capacity of our proprietary model to manage the order flow 
of each stock in the portfolio on an individual basis — and in response to real-time conditions in 
the market. Our trading algorithms systematically adjust to the alpha of each portfolio, regulating 
the speed, frequency, size, and price of each order. And because our "limit order" models are pas- 
sive and incremental, our strategy throughout the trading day is to provide liquidity wherever 
possible, thereby minimizing execution rate variance and, by doing so, minimizing adverse selec- 
tion. 

The overall benefit to you: an individualized trading strategy that lowers your completion 
costs and protects the risk profile of your portfolio. 

(For more information, visit our website at vectorpartners.com) 



Typical Methodology 

Slippage + Adverse Selection = Total Cost 




Orders ••PosWons" 
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